
National Bank of Fujairah PJSC

Primary Credit Analyst:

Puneet Tuli, Dubai +971 4 372 7157; puneet.tuli@spglobal.com

Secondary Contact:

Suha Urgan, Dubai (971) 4-372-7175; suha.urgan@spglobal.com

Table Of Contents

Major Rating Factors

Outlook

Rationale

Related Criteria

Related Research

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 12, 2018   1



National Bank of Fujairah PJSC

SACP bbb-

Anchor bbb-

Business

Position
Moderate -1

Capital and

Earnings
Strong +1

Risk Position Adequate 0

Funding Average

0

Liquidity Adequate

+ Support +2

ALAC
Support 0

GRE Support 0

Group
Support 0

Sovereign
Support +2

+
Additional
Factors 0

Issuer Credit Rating

BBB+/Stable/A-2

Major Rating Factors

Strengths: Weaknesses:

• Strong capitalization and improving business-line

diversification.

• Strategic plan to clean legacy loan book is on track.

• A well-established franchise as a niche player in

trade finance and business banking in the United

Arab Emirates (UAE).

• High depositor concentrations.

• Material level of restructured or renegotiated

exposures.

• Limited geographic footprint expansion within the

UAE.

Outlook: Stable

The stable outlook on the UAE-based National Bank of Fujairah PJSC (NBF) reflects S&P Global Ratings' opinion

that the bank's business and financial profiles will not change significantly over the next two years. We anticipate

that NBF will remain a conservatively managed niche bank in the UAE's trade finance and business banking

markets.

We could raise our ratings in the next 12-24 months if NBF showed lower geographic concentration and a more

diversified business profile, along with strengthening capitalization, with a risk-adjusted capital (RAC) ratio

sustainably exceeding 15%. This could be achieved through stronger profitability and a conservative dividend

payout.

We would consider a negative rating action over the next 12-24 months if we observed that NBF's risk appetite had

increased significantly, as shown by visibly higher-than-expected credit growth, or if we see a significant

deterioration in the bank's asset quality indicators.
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Rationale

The ratings on NBF factor in our 'bbb-' anchor for banks operating in the UAE. The ratings also continue to reflect

NBF's well-established position in the corporate middle market and its smaller franchise compared with peers in the

Gulf Cooperation Council (GCC) countries. We view the bank's capitalization as a positive factor, underpinned by our

forecast that our risk-adjusted capital (RAC) ratio before concentration adjustments will remain between 13.0% and

13.5% over the next 12-24 months. A substantial amount of nonperforming, write-offs as well as restructured loans

weigh negatively on NBF's risk profile. However, we believe that the majority of these exposures are from legacy

portfolio produced prior to 2008. As the bank continues to clean this portfolio, we believe its asset quality indicators

will gradually stabilize over the next 12-24 months. In our view, the funding and liquidity profiles of NBF are on par

with domestic peers and neutral for the ratings. Overall, we assess NBF's stand-alone credit profile (SACP) at 'bbb-'.

The long-term rating on NBF is two notches higher than the SACP to incorporate our view of a moderately high

likelihood that the UAE authorities would provide extraordinary support to NBF in the event of financial distress. We

classify NBF as having moderate systemic importance and consider the authorities in the UAE to be highly supportive

of the region's banking sectors.

Anchor: 'bbb-' for commercial banks in UAE

Our bank criteria use our Banking Industry Country Risk Assessment's economic risk and industry risk scores to

determine a bank's anchor, the starting point in assigning an issuer credit rating. Our anchor for a commercial bank

operating in the UAE is 'bbb-', reflecting an economic risk score of '5' and an industry risk score of '5'.

With regard to economic risk, we view the UAE's high income levels and its relatively better economic diversification

than other GCC countries as key strengths. We forecast a pick-up in economic activity in over the next two years

following a dip in real GDP growth in 2017. However, the country's real estate price market remains in a correction

phase, which we expect will continue in 2018. In addition, we are seeing deterioration in asset-quality metrics in

certain sectors such as retail expatriate and contracting, although under our base-case scenario, the deterioration will

remain contained and we believe credit losses will stabilize in 2019. Many banks are structurally exposed to high

single-name concentrations and there is a fair level of restructured exposures in the system. Some government-owned

entities' debt-servicing capacities are vulnerable to volatility in commodity prices.

With regard to industry risk, our assessment of the UAE banking industry is underpinned by an improving regulatory

framework and banks' largely stable financial performance with healthy earnings generation. We note that the overall

quality of banking regulation and supervision has become more on par with emerging market peers' in recent years.

Despite a very large number of banks in the system, more than 80% of the UAE banking sector assets are controlled by

the 10-largest institutions, mostly domestic banks that have had a stable total market share over the past decade. Core

retail customer deposits are the core source of funding for banks and have proved resilient over the past few years.

Banks' funding cost benefits from a high share of non-interest-bearing deposits.
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Table 1

National Bank of Fujairah PJSC Key Figures

--Year-ended Dec. 31--

(Mil. AED) 2018* 2017 2016 2015 2014

Adjusted assets 35,236.6 35,266.6 34,009.1 28,893.9 23,430.4

Customer loans (gross) 26,498.0 25,320.0 24,023.4 20,742.6 17,253.3

Adjusted common equity 3,715.7 3,792.2 3,493.3 3,175.8 2,755.9

Operating revenues 369.2 1,378.5 1,319.1 1,213.1 1,025.2

Noninterest expenses 121.2 464.9 453.1 446.2 387.4

Core earnings 145.4 471.9 460.4 558.8 505.4

*Data as of March 31.

AED--UAE dirham. N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Business position: NBF is a well-established corporate niche player with a focus on the UAE's vibrant
trade finance market

We regard NBF's business position as moderate, which reflects the bank's well-established position in the corporate

middle market. With total assets of UAE dirham (AED)36.6 billion ($9.9 billion) on March 31, 2018, NBF has a market

share in lending of about 1.5%. As of year-end 2017, NBF's top-three shareholders included the Fujairah government

(through the Department of Industry and Economy), Easa Saleh Al Gurg LLC, and Investment Corporation of Dubai

(an investment arm of the Dubai government). Although Fujairah has always represented a small proportion of NBF's

lending book, we understand that the bank has preferential access to important infrastructure projects in the emirate.

Management has been stable over the recent past, with a track record of protecting the bank's business franchise. The

bank's geographic diversification remains limited and it sources the bulk of its revenues from lending domestically.

NBF has a strong focus on trade finance, which represents almost 47% of the loan book. The bank traditionally

generates a large portion of its revenues from fee income in line with its UAE-based peers. It has been diversifying in

new business lines since 2013, namely Diamond business, Equipment finance, NBF Islamic, NBF Capital, Investments,

and Priority banking. The new business lines represented 15% of business on Dec. 31, 2017. We consider NBF's

pre-provision earnings to be quite predictable because the contribution of market-related income to revenues is limited

to below 20% of total revenues.

Over the next few years, we expect that the bank will continue to manage growth cautiously but be hindered by its

limited market share and niche focus.

Table 2

National Bank of Fujairah PJSC Business Position

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Total revenues from business line (mil. AED) 369.2 1,378.5 1,319.1 1,213.1 1,025.2

Commercial banking/total revenues from business line 75.6 75.0 74.1 75.5 76.5

Retail banking/total revenues from business line 7.9 8.2 7.6 7.4 7.4

Commercial & retail banking/total revenues from business line 83.5 83.2 81.7 82.8 83.9

Investment banking/total revenues from business line 16.5 16.8 18.3 17.2 16.1
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Table 2

National Bank of Fujairah PJSC Business Position (cont.)

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Return on average equity 15.3 12.6 13.4 18.2 18.7

*Data as of March 31.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Capital and earnings: NBF operates with strong capitalization

Capital and earnings is a rating positive for NBF as evidenced by our RAC ratio (before diversification adjustments)

which we forecast to remain between 13.0% and 13.5% over the next 12-24 months, compared with 12.0% at year-end

2017. NBF plans to strengthen the capital structure by increasing common equity Tier 1 capital through conversion of

an additional Tier 1 (AT1) first tranche of AED500 million into ordinary shares and raising more capital through AT1

instruments in 2018. Regulatory total and Tier 1 capital ratios under Basel III stood at 17.5% and 15.1%, respectively,

and are well above the local regulatory minimum.

NBF took constructive steps to improve its capitalization. It introduced a stock dividend policy under which it

distributes only half of its dividends in cash. As a result, the bank is able to retain 75%-80% of profit in its equity base,

compared with only 60% in 2010. NBF's profitability has been under pressure in recent years, with the return on assets

dropping to 1.6% on March 31, 2018, from 2.2% in 2014.

Our forecasts assume:

• Lending growth of about 10% per year over the next two years, driven by gradual recovery in the UAE economy

and NBF's smaller size compared with peers;

• Slight improvement in the net interest margin due to the rising interest rate environment;

• An improved cost-to-income ratio of 30-32%;

• No material deterioration in asset quality, as the bank continues to clean up the legacy portfolio; and

• A low cash dividend payout ratio of around 20% for the next 12-24 months.

Based on our calculations, the three-year average earnings buffer for NBF stands at about 1.6%, which indicates a very

good capacity for earnings to cover expected losses over a complete cycle.

Table 3

National Bank of Fujairah PJSC Capital And Earnings

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Tier 1 capital ratio 14.3 15.1 15.2 15.7 14.6

S&P RAC ratio before diversification N/A 12.0 12.8 13.1 13.1

S&P RAC ratio after diversification N/A 8.6 10.2 11.1 10.6

Adjusted common equity/total adjusted capital 78.8 79.1 77.7 76.1 84.6

Net interest income/operating revenues 66.2 66.6 64.3 66.1 66.4

Fee income/operating revenues 22.3 22.6 23.6 24.2 24.6
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Table 3

National Bank of Fujairah PJSC Capital And Earnings (cont.)

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Market-sensitive income/operating revenues 9.7 8.7 8.6 7.7 7.4

Noninterest expenses/operating revenues 32.8 33.7 34.4 36.8 37.8

Preprovision operating income/average assets 2.7 2.5 2.6 2.8 2.8

Core earnings/average managed assets 1.6 1.3 1.4 2.0 2.2

*Data as of March 31.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 4

National Bank of Fujairah PJSC Risk-Adjusted Capital Framework Data

(Mil. AED) Exposure*

Basel III

RWA

Average Basel III

RW (%)

S&P Global

RWA

Average S&P

Global RW (%)

Credit risk

Government and central banks 6,726 0 0 193 3

--

Institutions and CCPs 3,655 0 0 1,577 43

Corporate 26,565 0 0 29,666 112

Retail 2,441 0 0 1,738 71

Of which mortgage 1,363 0 0 639 47

Securitization§ 0 0 0 0 0

Other assets† 968 0 0 1,487 154

Total credit risk 40,355 0 0 34,661 86

Credit valuation adjustment

Total credit valuation adjustment -- 0 -- 0 --

Market risk

Equity in the banking book 295 0 0 2,588 878

Trading book market risk -- 0 -- 0 --

Total market risk -- 0 -- 2,588 --

Operational risk

Total operational risk -- 0 -- 2,585 --

(Mil. AED)
Basel III

RWA

S&P Global

RWA

% of S&P Global

RWA

Diversification adjustments

RWA before diversification 0 39,834 100

Total Diversification/Concentration

Adjustments

-- 15,610 39

RWA after diversification 0 55,445 139
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Table 4

National Bank of Fujairah PJSC Risk-Adjusted Capital Framework Data (cont.)

(Mil. AED)
Tier 1

capital Tier 1 ratio (%)

Total adjusted

capital

S&P Global RAC

ratio (%)

Capital ratio

Capital ratio before adjustments 4,788 15.1 4,792 12.0

Capital ratio after adjustments‡ 4,788 15.1 4,792 8.6

*Exposure at default. §Securitisation Exposure includes the securitisation tranches deducted from capital in the regulatory framework. †Other

assets includes Deferred Tax Assets (DTAs) not deducted from ACE. ‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g.

transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets. RW--Risk weight. RAC--Risk-adjusted capital.AED--United Arab Emirates

Dirham. Sources: Company data as of Dec. 31, 2017, S&P Global.

Risk position: Slight deterioration in asset quality coming from legacy portfolio

We assess NBF's risk position as adequate. The bank's ratio of nonperforming loans (NPLs) to gross loans stood at

5.5% in 2017--excluding restructured loans, around 8.8% of gross loans--and NPLs were 89.5% covered by loan loss

provisions. Although we have seen slight deterioration in asset quality, we believe that a number of these exposures

are from a legacy portfolio that was produced prior to 2008. Although we believe that NBF will see further

deterioration in 2018, it will be contained to some extent by the bank's efforts to clear the legacy portfolio. Going

forward, we expect the bank to continue clearing its legacy problem loans and move cautiously with new lending.

As a niche player in trade finance, the bank operates with lower single-party concentrations than its peers, with the

top-20 funded exposures accounting for around 26.2% of gross loans at year-end 2017. On the same date, Real estate

and construction loans represented 18.5% of the loan book.

Table 5

National Bank of Fujairah PJSC Risk Position

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Growth in customer loans§ 18.6 5.4 15.8 20.2 17.5

Total diversification adjustment / S&P RWA before diversification N/A 39.2 25.7 18.3 23.5

Total managed assets/adjusted common equity (x) 9.9 9.7 10.2 9.5 8.9

New loan loss provisions/average customer loans 1.6 1.8 1.8 1.1 0.8

Net charge-offs/average customer loans 3.9 1.6 1.1 0.4 0.2

Gross nonperforming assets/customer loans + other real estate owned 5.5 5.5 5.0 4.7 4.4

Loan loss reserves/gross nonperforming assets† 88.4 89.5 101.1 107.7 121.4

*Data as of March 31. §2018 data annualized. †For 2018, loan loss reserves do not include credit risk reserve for IFRS 9.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Funding and liquidity: Healthy liquidity and funding metrics

We consider both funding and liquidity to be neutral for the rating. The bank funds itself predominantly from domestic

customer deposits. As of March 31, 2018, NBF's loan-to-deposit ratio stood at 90.7% and the ratio of stable funding

resources to funding needs was a healthy 112%, according to our calculations. Like most banks in the GCC, NBF

exhibits funding concentrations and its ratio of top-20 depositors to total deposits remained high at 45% at year-end

2017 and dominated by NBF's shareholders and affiliated entities.
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The bank operates with a highly liquid balance sheet. As of March 31, 2018, Cash and balances with the central bank

and due from banks represented 19.5% of total assets. NBF's ratio of broad liquid assets to short-term wholesale

funding was a healthy 4.6x on March 31, 2018, which we view as adequate.

Table 6

National Bank of Fujairah PJSC Funding And Liquidity

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Core deposits/funding base 92.6 93.2 89.6 89.2 90.6

Customer loans (net)/customer deposits 90.7 86.4 88.0 91.1 91.1

Long term funding ratio 95.3 96.1 94.0 93.8 95.3

Stable funding ratio 111.7 119.0 116.7 116.0 116.0

Short-term wholesale funding/funding base 5.4 4.5 6.9 7.3 5.5

Broad liquid assets/short-term wholesale funding (x) 4.5 6.6 4.4 4.1 5.4

Net broad liquid assets/short-term customer deposits 21.1 27.9 28.4 27.7 29.7

Short-term wholesale funding/total wholesale funding 50.8 44.2 50.1 48.8 46.2

Narrow liquid assets/3-month wholesale funding (x) 5.6 8.9 4.8 5.3 6.9

*Data as of March 31.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

External support: Moderate systemic importance in a highly supportive country

The long-term rating is two notches higher than the bank's SACP to incorporate our view of a moderately high

likelihood of extraordinary government support for NBF if needed. This is in line with the bank's moderate systemic

importance in the UAE and our assessment of the UAE government as highly supportive of the domestic banking

sector.
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Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-
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Issuer Credit Rating BBB+/Stable/A-2

Issuer Credit Ratings History
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Sovereign Rating

Abu Dhabi (Emirate of) AA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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